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Briefing Paper
Overview

In 2005, the State of California sought a five yiegleral waiver as a Medicaid demonstration
project. The waiver was under the authority oft®ecl115(a) of the Social Security Act, and
entitled “The Medi-Cal Hospital/Uninsured Care Derstration Project Act,” (hospital waiver).
The implementing legislation was enacted by SB 1(R#bata), Chapter 560, Statutes of 2005.
Under this waiver, hospital financing was fundamaéptrestructured. The non-federal share of
Medi-Cal funds for 22 county and University of Gathia (UC) hospitals known as Designated
Public Hospitals (DPHs) was shifted from State Gaineunds to certified public expenditures
(CPEs).

The waiver also created the Safety Net Care POOCE to pay for services to the uninsured
and for unreimbursed Medi-Cal expenditures deligdeheough public hospitals, other
governmental entities, and state-funded prografnportion of these funds were contingent on
implementation of a Health Care Coverage Initia{id€CI) pilot program. In October 2007 the
federal Centers for Medicare and Medicaid ServiG#S) approved the state’s proposal for the
Health Care Coverage Initiatives (HCCI).

In addition, CMS set aside a portion of the SNCRfng contingent on a Medi-Cal expansion
of mandatory enroliment in managed care to semndspeople with disabilities (SPDs). Except
for County Organized Health Systems (COHS), thisvision of the waiver was never enacted.
Enacted as part of the 2009-10 State budget, AB @kvans), Chapter 6, Statutes of 2009
requires the state to apply for a new waiver tajmgroved no later than the conclusion of the
current 1115 hospital waiver. As mandated by AB4the State of California is preparing a
concept paper to submit to CMS requesting a Congmstie Section 1115 waiver to replace the
current Medi-Cal hospital waiver. A Section 111%aiWr Concept Draft Paper was released on
October 19, 2009.



Concept Paper

The concept paper establishes broad goals andtielgec The dimension of the issue is defined:
1) In terms of the challenges that may be facélgeife are large populations of newly eligible
persons under health care reform; 2) Opportunitieseform; 3) The realities of the economic
crisis; and, 4) The need for coordinated carelermost vulnerable Medi-Cal population that
are not in managed care (SPDs).

According to the concept paper, the goals are:

1) Create more accountable, coordinated systems ef car

2) Strengthen the health care safety net;

3) Reward health care quality;

4) Improve outcomes;

5) Slow the long-term expenditure growth rate of M€dik and,
6) Expand coverage to uninsured Californians.

In addition, the concept paper highlights the opjaty to make the Medi-Cal program more
efficient, achieve long-term savings as well astkeyground work for implementation of
national health care reforms.

The paper lays out four initiatives:

1) Promote Organized Delivery Systems of Care;

2) Strengthen and Expand the Health Care Safety Net;

3) Implement Value-Based Purchasing Strategies; and,

4) Enhance the Delivery System for the Uninsured &p&re for National Reform.

This hearing has been scheduled to address twatasgfehe four initiatives proposed in the
concept paper. Specifically:

1) To examine the goal of promoting organized deliv&rstems of care by reviewing the
lessons that can be learned from existing systant;
2) The role and financing of safety net hospitals.

I. Promote Organized Delivery Systems of Care.
Existing Program
The delivery of basic health care services in tleglMCal program is either through Medi-Cal

managed care or fee-for service (FFS). Within rgadacare there are three different models;
COHS; Geographic Managed Care (GMC); and, the Tiao-Rlodels in 26 counties. The



Budget Act of 2005 authorized expansions into 18 oeunties; four have been implemented;
two are scheduled for October 2010; three arearptbcess of establishing new dates; and, four
have been eliminated. Half of all Medi-Cal benigfies are mandated to enroll in managed care
plans. This population is primarily children, pregt women, and non-disabled parents. SPDs
may choose to enroll in managed care in Two-Plah@C counties, but have enrolled in very
small numbers. In COHS counties the SPD populasanandated to enroll. The remainder of
the SPD population and parents and children in tesivithout managed care are in FFS Medi-
Cal.

Expansion of Managed Care to SPD

The Legislature declined to adopt the Governorippsal for mandatory enroliment of the SPD
population in the 2005 waiver. The Department e&lh Care Services (DHCS) has however,
been conducting outreach and awareness activitiesdourage voluntary enroliment. As part of
that effort, DHCS and the UC Berkeley, School oblRuHealth, Health Research for Action
(HRA) are jointly working on SPD outreach activetieHRA developed a comprehensive guide,
“What Are My Medi-Cal Choices?” which was testedaiphone survey and pilot study in
Alameda, Riverside, and Sacramento counties in 2@MCS reports that initial findings from
the research show that the guide is an effectisetovamprove beneficiary knowledge,
confidence, and intentions about making more intatriMedi-Cal choices. Ninety-eight percent
of the tested population found the informationhia guide to be useful, and 83% found the guide
easy to understand. The pilot guide was reviseddan findings from these evaluations.

The guide is currently available in English, Spaneand Chinese. HRA is translating it into the
remaining threshold languages. DHCS is explorumgling options for on-going printing and
dissemination of the SPD guide. HRA is currentlglszing DHCS enrollment data collected
through December 15, 2008 to determine the impitieoguide on enroliment levels. This
analysis was expected to be completed by March;2@®8ever, there have been some
difficulties in the data collection process.

In addition, in February 2005, the California Ha@lare Foundation (CHCF) began a project to
develop and implement better health plan performat@ndards and measures for the SPD
population and to develop a tool to assess thenmessl of health plans to enroll large numbers of
people with disabilities and chronic illness. Tgreject was a collaborative effort between
CHCF, which provided funding and technical assistamnd DHCS.

The goal of this project was to enhance Califosnidédi-Cal managed care program to support
a health care service delivery system that provigesity care for people with disabilities and
chronic iliness. The project laid the foundation éfforts to evaluate and to improve how well
the Medi-Cal managed care program serves this popal In Phase 1, the project team
developed a set of recommendations provided to Dfé€CBealth plan contract performance
standards (also called operating standards oraxirgpecifications) and measures that may
foster improvements in quality of care for peoplehvdisabilities and chronic illness. Another
set of recommended strategies for DHCS addresssd-agency issues that affect quality of



care for people with disabilities and chronic iBsgsuch as care coordination and information
sharing).

The final report, “Performance Standards for Medl-@anaged Care Organizations Serving
People with Disabilities and Chronic Conditionstbyided specific recommendations to
strengthen existing standards in managed carestrethat limited state resources are used most
effectively; and, to improve the quality of car@ypided to people with disabilities. The
recommendations encompass new standards in the@frearollment and member services,
network capacity and accessibility, benefit manag@mcare management, quality

improvement, performance measurement, and cooroimat carve-out services.

In Phase 2 of the project, the team worked with BHE create a set of recommended strategies
for DHCS to monitor health plan contract compliaacel a tool to assess the readiness of health
plans to serve a large influx of new beneficianéth disabilities and chronic illnesses, known as
the “Medi-Cal Health Plan Readiness Tool,” It ifeimded to supplement the tools and activities
the state already uses to assess the readines$ealth plan to serve Medi-Cal beneficiaries.

This tool is not designed to be used alone, agasahot reflect existing performance standards
and measures used in Medi-Cal managed care.

High-Cost Users

According to DHCS, 10 % of the FFS Medi-Cal benefies account for 74% of the total
program costs. On the other hand, the half optpulation that is enrolled in capitated health
plans account for only 10% of the expenditures. 3Hurther points to the fact that almost 70%
of the Medi-Cal beneficiaries with disabilities leatwo or more chronic conditions and almost
one-quarter have four or more chronic conditions.

California ranks 3% among states in per beneficiary costs among the hhd disabled. In
addition, California spends 25% less per benefydiaan the national per capita amount and the
least among the ten largest states. The per-capsta are 11% below the national Medicaid
amount. This paints a picture of a program alraatyerfunded.

DHCS has attempted a number of pilot or small sstfaegies to reduce the costs within
subsets of the SPD population. These include:

Aggressive Medical Case Management (MCM)

The 1992 Budget Act and accompanying health traile¢SB 485 (Committee on Budget),
Chapter 722, Statutes of 1992) enacted the MCMrpmdo reduce the number and duration of
hospital stays. MCM case managers are registansgs employed by the state who coordinate
and authorize outpatient services which may expa¥edi-Cal beneficiary’s hospital

discharge to a private residence or maintain theemhome-care setting. Nurse case managers
do not provide hands-on care but work directly viidspitals, home health agencies, physicians,
and other Medi-Cal providers to ensure the appadpiand expedited authorization of medically
necessary services. The goals of MCM are to ersafeehospital discharges, continuity of



medical care in the home-care setting, and tolgtabecipients with complex, chronic and/or
catastrophic medical conditions. MCM nurse caseagars are stationed in five field offices
throughout the state, are assigned to various tadspand conduct site visits. The MCM
Program served approximately 12,400 Medi-Cal bersfes in 2008.

In 2001-02, the assumed gross Medi-Cal savingsp4a8,823 per nurse case manager, and the
2002-03 proposal assumed gross Medi-Cal savingd®7,512 per year per nurse case manager.
More recently, DHCS indicates it does not haveex#jgc cost/benefit return on investment
formula for the MCM program. Staffing for the MCpogram was expanded during the 2001-
02 and 2002-03 fiscal years and assumed signifgaanhgs

Disease Management Program

The health budget trailer bill of 2003 (AB 1762 (@mittee on Budget), Chapter 230, Statutes of
2003) established the Disease Management Waivestdhe effectiveness of providing a Medi-
Cal disease management benefit. During implementaDHCS opted to use a pilot project
approach that did not require a waiver. Eligigifior the Disease Management program is
limited to those persons who are eligible for thediACal program as SPDs, or those persons
over 21 years of age who are not enrolled in a M&limanaged care plan, or are ineligible for
Medicare, and who are determined by the DHCS tatbisk of, or diagnosed with select

chronic diseases, including, but not limited toyaatted atherosclerotic disease syndromes,
congestive heart failure, and diabetes.

DHCS contracts with two vendors to operate twoalsemanagement programs for Medi-Cal
beneficiaries. McKesson Health Solutions providisease management services in Alameda
County (3,370 enrollees as of March 31, 2009) anderthan 120 zip codes in Los Angeles
County (14,125 enrollees as of March 31, 2009) uadbree-year $4 million per year contract.
The McKesson contract is in its second year of ajp@n. Positive Health Care (PHC) is a
disease management program for Medi-Cal benefsavho have been diagnosed with HIV or
AIDS. PHC has a three-year $4 million per yeart@mt and began enrollment in March 2009.

Coordinated Care Management (CCM)

The budget Act of 2006 authorized DHCS to estalihehCCM Demonstration Project. CCM |
focuses on SPDs who have chronic conditions or nvag be seriously ill and near the end of
life. CCM Il focuses on persons with chronic cdiwis and serious mental illnesses. The first
phase was scheduled to begin in October 2009 aaskeRhis scheduled for January 2010.
DHCS plans to enter into contracts to implemenséhgrograms.

Scope of AB 4x 6 (Evans)

In implementing the requirements of AB 4x 6, DHGSlanning to develop organized systems
of care for the most medically vulnerable, hightaztegory to slow the long term growth rate,
approximately 2 million enrollees. The key elenses spelled out in AB 4x 6 and the concept



paper are mandatory medical home care, coordirtatieq and disease management, better
connection to specialty providers, as well as itiges that reward providers and beneficiaries
for achieving the desired clinical utilization, acaist-specific outcomes. The four phases are:

1) Enrollment in organized delivery systems for SPD ehildren and families in rural
counties;

2) Children with special health care needs (CCS);

3) Dual-eligible beneficiaries (Medi-Cal and Medicarand,

4) Adults with severe mental iliness.

Stakeholder Responses
Frequent user programs

Many stakeholders have pointed to The Frequentsusfdriealth Services Initiative (Initiative)

as an example of a delivery system that addreksaseeds of high-cost existing and potential
Medi-Cal beneficiaries. The Initiative was a fiyear, $10 million project jointly funded by The
California Endowment and CHCF. The goal was towte the development and
implementation of innovative, integrated approadbesddressing the comprehensive health and
social service needs of frequent users of emergeegsrtments (ED).

Frequent users of acute care hospital EDs areithdils with complex, unmet needs not
effectively addressed in the acute care setting®Ds. These individuals face barriers in
accessing housing and medical, mental health, aiostance abuse treatment, all of which can
contribute to frequent ED visits. The Initiatiwes designed to develop and test new models to
serve this population more effectively, replacingpatly and avoidable health care utilization
pattern with ongoing, coordinated, and multidiscigty care provided in more appropriate
settings. At the core of the Initiativeere six demonstration projects that tested newetsaaf
care for frequent users throughout California.

According to an evaluation by The Lewin Group inglist of 2008, the programs yielded
statistically significant reductions in ED utilizath (30%) and hospital charges (17%) in the first
year of enrollment. Based on analyses of a sudisetividuals for whom two years of data

were available, ED utilization and charges decr@&gean even greater magnitude in the second
year after enrollment. ED visits decreased by 3% %e first year of the program for this subset
of individuals, and by year two, utilization decsed by more than 60% from the pre-enrollment
period. The Lewin Group evaluation estimates sgs/inom reduced ED and inpatient services
to be approximately $ 32,000 per person after teary.

Grants were awarded in six counties, Alameda, Logefes, Orange, Sacramento, Santa Clara,
Santa Cruz, Sonoma, and Tulare. The six programded through the Initiative developed
specific models and interventions to address thga@f presenting conditions of frequent users
in their area hospitals and communities. A ranigaadels were tested through the Initiative —
from various types of intensive case managemelestintensive peer- and paraprofessional-



driven interventions— to learn which strategies may be effective in oaalg the avoidable use
of and reliance on EDs, and in creating a morecétffe system of care for the frequent user
population.

Connection to stabilizing services such as housirglth insurance, and income benefits was an
important intermediate outcome of the interventioodels, and most of the programs were
successful in connecting clients to needed ressurbre than 60% of program enrollees had
no insurance or were underinsured at enrollmentstMf the remaining 40% were Medi-Cal
beneficiaries. Among the clients without adequiaserance at enrollment, nearly two-thirds
(64%) were connected to coverage through the cdndigent program, and Medi-Cal
applications were filed for 25%. Of the Medi-Calp#ications submitted, 68% were approved.
The Lewin Group concluded that based on these méspthe programs were very successful
connecting enrollees to needed resources.

Enhanced Medical Home (EMH) Model

Advocates for low-income beneficiaries and provsdeave also expressed support for the
concept of an EMH for this population. The follegisuggestions and concerns regarding these
goals have been raised:

1) A medical home should be a health care settingftitdlitates partnerships between
individual patients and their personal physiciars] when appropriate, the patient’s family;

2) Patients should be able to choose whether to jbiesdth care home, which would provide
incentives to the health care home to conduct agkr@and engagement. This is particularly
important for beneficiaries with unmanaged chrarunditions and other high-cost high-need
beneficiaries;

3) The health care home should not act as a gate kgepeenting patients from seeking care
“outside the network” or requiring a referral fqregialty care;

4) Health care homes should offer care/case managdmeobrdinate care, as well as a means
of linking (rather than just referring) patientsm@dical and social services;

5) The intensity and scope of services the health lvanee offers should vary according to
need;

6) Care should be integrated across elements of &hihesak system;

7) The health care home should provide an assessrht® patient’s needs (medical,
behavioral, and social services needs), alongavfilan to address the needs;

8) Staff of the health care home should be culturati;mpetent; and,

9) The health care home should plan for hospital ateacare discharge.

The California Association of Public Hospitals stathat public hospital systems meet the
standards for an EMH program for the SPD popula@i®described in the Center for Health



Care Strategies (CHCS) report entitled, “Enhancedivbl Homes for Medi-Cal's SPD
Population.” This report specifies seven core elets. These are the ability to:

1) Provide a medical home for each of the approxirB&&000 FFS SPD, i.e., establish a
mandatory relationship with a patient-centered glewvof primary care services;

2) Identify, assess, and stratify the needs of thgetgropulation;

3) Tailor care interventions to meet the needs of stshsf the target population, including
those experiencing disparities in care associatddrace, ethnicity, language, and literacy;

4) Address the psychosocial, preventive care, andbksgpport needs of high-risk beneficiaries
through effective care coordination and managenméatventions, and linkages to
appropriate community-based services;

5) Use innovative health information technology sauos to share data with providers on their
panel of patients, practice performance, and ttaimpliance with evidence-based
guidelines;

6) Measure performance to promote accountability aradity improvement; and

7) Structure financing to support the EMH program’siggtto perform the above.

Stakeholders have also suggested that a singéxstigt approach is not appropriate, neither
geographically nor by population, and that a widgety of models should be included.
Geographically, there are wide variations in theacity and types of safety net providers
utilized by the target populations, from rural @mto urban public hospitals. Furthermore, a
significant component of successful models has tieeability of the medical home care
coordination to link the client to local resources.

Pilot projects such as the frequent user initiatilg® found that an EMH model must include risk
stratification to be effective. This involves ugidata to be able to tailor the program to the
needs of individuals. The various initiatives hémend that among this population the full
spectrum of levels of care coordination must belalvke. Some of the high-cost beneficiaries
will require intensive care management whereasrstimay benefit from less intensive services.

On behalf of managed care plan stakeholders, thioféa Association of Health Plans
(CAHP) has also expressed the interest of its mesrbegarticipating in an EMH model.
CAHP reports that they have adopted many of theoReance Standards for Medi-Cal
Managed Care Organizations Serving People withdilisas and Chronic Conditions
developed by CHCF in its 2005 report.

CCs

The Children's Specialty Care Coalition has suggktte following revisions to the concept
paper:



Children with special health care needs California will work with stakeholders to enhanihe
delivery of health care to children with speciahltle care needs, while preserving the strengths
of the current California Children’s Services (CE3dgram, e.g. the maintenance and
enforcement of regionalized structure of care ntantenance of CCS standards, and the
provider network. In addition, California will wiowith stakeholders to conduct careful and
thorough analysis of existing claims data to deieenthe costs of the program and the cost
distribution across clients. The state will theorkvwith stakeholders to develop pilot projects to
test different models and approaches that will maprthe health care systems for children with
serious and chronic health care conditions. C@&htsl who are in the SPD population shall not
be moved into managed care until data and anadygigot projects have been completed. The
pilot projects willincorporate the core concepts of organized dslisgstems into the care
recelved by chlldren less than 21 years of age smth:lal health care needs in the CCS Program

prewdeel— The CCS pllots should mclude but not be Ilmlted a cIearIv deflned medical

home based on the patient subpopulation, EPSDOatds and benefits, data collection and
reporting on quality and outcomes, access to th8 @@vider network and appropriate pediatric
subspecialists and primary care providers, promatfooutpatient care for specified conditions,
improved care coordination and case managememtindgsimary and specialty care services,
and effective and efficient use of public funddieTpilot projects will provide adequate funding
for both hospital and physician services, to enstilgren with special health care needs have
access to appropriate medical care services, akekip pediatric tertiary centers from closing.
The Children's Hospital Association also recommengsgot project using regional Children's
Hospitals to act as a medical home for special :iebddren and that would include the whole
child carved out into CCS, not just the condition.

Long-term Care
The Alzheimer's Association has recommended:

1) Provider standards require care management to hedrseiplinary; patient and family
caregiver centered; proactive; culturally appraeriand, focused on medical, social and
behavioral needs;

2) Providers be required to include annual dementi@esing after age 60 or 65;

3) After an Alzheimer's diagnosis, the physician aecaanagement team must assess the
health need of the family caregiver and his/heiacdp to deliver care; and,

4) The full spectrum of home and community based serbe included, such as Adult Day
Health Care (ADHC) and savings generated be usbddk fill cuts in other programs such
as In-Home Supportive Services.



The California Association for Adult Day Servicegjuests that ADHC be included as a core
service and points out that ADHCs are in a positomeet the waiver concept of addressing the
psychosocial, preventative care, and social supyetls of high risk beneficiaries through
effective care coordination and management intéiwes, and linkages to appropriate
community-based services.

Il. Role and Financing of Safety Net Hospitals.

Background

The Selective Provider Contracting Program (SPC# @stablished by the Legislature in 1982
under a 1915(b) waiver and allowed the Californieadidal Assistance Commission (CMAC) to
selectively contract as long as there was ade@qatess to hospital beds to serve the Medi-Cal
population in a Health Facility Planning Area (HBPAXxcept for emergencies, most FFS Medi-
Cal beneficiaries in a closed area are requirgddeive in-patient care at a contract hospital.
Selective contracting allowed CMAC to negotiateepetitive rate in place of the traditional
“cost-based” reimbursement system used by mossstatccording to CMAC’s 2009 Annual
Report to the Legislature this has saved the @tatest $11 billion in State General Fund
savings since 1983. Hospitals in an open areareento be reimbursed on a cost-based system.
The SPCP program continues in a modified fashiateuthe 2005 hospital waiver.

One of the most significant revisions under the32B0spital waiver was to make fundamental
changes in Medi-Cal hospital financing for publaspitals. Reimbursement for Medi-Cal per
diem for the 21 UC and county DPHSs is now basedestified public expenditures (CPES),
rather than General Fund. The in-patient reimbuesd rate is no longer negotiated by CMAC
and is determined by DHCS. The waiver also cretite(SNCP which provides a fixed amount
of federal funds to cover uncompensated care. @REhe expenditures certified by counties,
state university teaching hospitals, or other puéiitities as having been spent on Medi-Cal
patients or on the uninsured.

The 2005 hospital waiver was also a response tmtneasing federal scrutiny by CMS of
Intergovernmental Transfers (IGTs). IGTs are tianssof public funds from one level of
government to another. California relied on IG$4tee nonfederal share for various
supplemental payment programs such as the SB 12&5dency Services and Supplemental
Payment Program and disproportionate share hogpi&t) payments and to backfill the
General Fund in the Medi-Cal program. Under thmseof the 2005 hospital waiver, the use of
IGTs as the non-federal share of Medi-Cal paymesais severely restricted.

CMAC retained authority to continue negotiatingesatinder the SPCP for private and non-
designated public or primarily district hospitaPH) for the provision of hospital inpatient
services in the Medi-Cal FFS program.

Annual federal funding to more than 100 public @ngiate hospitals participating in the waiver
is more than $3 billion dollars annually. The smmuof financial support for patient treatment
costs depends on a variety of factors includingothieership status of the hospital, baseline
funding provided at the start of the waiver in 200 nature of the service provided, and the
coverage status of the patient.
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In addition, funding amounts are impacted by charegected through the annual budget
process, related litigation about budget reductienbanced funding available via the federal
stimulus act, and final reconciliation of fundingglwn the waiver, which lags for several years.
The following are general descriptions of somehefajor waiver funding sources available to
hospitals under agreements with the federal govemimnd enacted in SB 1100:

1) Public Hospital FundingCounty- and University of California-operated noadi centers, 21
facilities total):

a) DSH) Fund. Just over $1 billion in federal funding is aadile to public hospitals in the
DSH Fund during each year of the waiver to prowdes to Medi-Cal and uninsured
patients. DSH is a federal designation and fundaeghanism available in the Medicaid
program to provide supplemental funding to hospitaring for a significant proportion
of indigent patients. The waiver DSH Fund is &kad level in a specific year, but may
change over time and contains no state General. Fdodpitals submit CPEs and IGTs
to draw down federal funds. IGTs may only be usefind the non-federal share of
DSH payments between 100 and 175% of the uncomigehsasts.

b) SNCP Fund. $586 million in federal funding is availablehospitals for the care of
Medi-Cal patients and the uninsured via the SNCiRIFluring each year of the waiver.
This fund is capped and contains no General Fémdadditional $180 million (federal)
is available via the SNCP Fund during the finakthyears of the waiver to the 10
counties participating in the Coverage Initiativgeekpand health coverage to low-income
uninsured Californians through local safety nebueses, hospitals, and community
clinics.

c) Medi-Cal Cost-Based Reimbursement paid to public hospitals is approximately $1 bitli
annually to support Medi-Cal patient care costhis Tost-based reimbursement in the
current waiver replaced public hospital per dierynpants that had previously been
negotiated by CMAC. Under the waiver, each pubdspital has a facility-specific cost-
based rate and uses CPE to draw down federal fgndiio state General Fund is
contained in this fund and this funding sourcensapped, through increases in spending
at the facility/local level to enable increasedeied funding support.

2) Children's, Private, and District Hospital Fundipgvate and public hospitals) (more than
100 facilities):

a) Medi-Cal Per Diem Payments for private and district hospitals are subject égotiations
with CMAC. Total costs are shared between therddgpvernment and state General
Fund Annual federal funding is in the $900 milli@nge. This funding source is
uncapped and depends on the number of Medi-Camatwho receive inpatient care in
a given year and the duration of that care.

b) DSH Replacement Fund. Approximately $250 million in federal funding isailable
annually for private and district hospitals via IhD8H Replacement Fund. These funds
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d)

provide support for uncompensated care providedead-Cal and uninsured patients.
The Replacement Fund back fills for DSH fundingvpyasly available to private and
district hospitals that is now available exclusy& public hospitals in the current
waiver. The non-federal share of this fund is jpted by the General Fund and is fixed
each year by an allocation from the federal govemnand through the annual budget
act.

Private Hospital Supplemental Fund. Approximately $130 million in federal funding is
available via the Private Hospitals Supplementaldcannually to hospitals that meet
statutory criteria for specified emergency or ediocal services, or for specified support
of small or rural facilities. This fund replacdetEmergency Services and Supplemental
Payment Program; the Medi-Cal Medical EducationpgBmpental Payment and Medi-

Cal Large Teaching Emphasis Hospital and Childretgspital Medical Education
Supplemental Payment Programs; and, Small and Riaspital Supplemental Payment
Program.

NDPH Supplemental Fund. Approximately $3.7 million annually in supplemental
payments are available to small and rural NDPH talspthat meet statutory criteria.

The amount of federal matching funds for hospitaimpents is subject to certain limits. There is
a statewide limit on total DSH payments and fagilgpecific limits. In all states but California,
the maximum DSH payment of an individual hospisaihie difference between the hospital’s in-
patient and outpatient costs of treating Medi-Gaibbees and the uninsured, and the amounts

the hospital receives from Medi-Cal reimburseméuas put-of-pocket payments from the
uninsured. However, in California DSH paymentsDéHs may equal up to 175% of the

difference between costs and reimbursement. Témnddimit is the “upper payment limit” and

is established by hospital category. This is #tereated amount that all hospitals in each
category (DPH, NDPH, and private) would receivihdy were paid at the Medicare rate.

The concept paper states that the State may gidorexransitioning private hospital inpatient
services from the current per diem system to andisig or acuity based payment system such as
the diagnosis-related group (DRG) system. Unid @ble to transition to a new system,
California will continue its very successful, ce$fective SPCP in the next waiver.

The concept paper lists two ways that the new waiwk strengthen and expand the safety net
system that specifically affects public hospitals:

1) Provide a role for designated public hospitals (BPid the network of organized systems of

care for seniors and persons with disabiljtasd,

2) Increase federal financial participation for Medlicapatient per diem payments to DPHs

Stakeholders representing private safety net halsgtich The Private Essential Access
Community Hospital, Inc and Catholic Healthcare Wes/e sought assurances that their
members will be able to participate as the conpaper does not address the role of private DSH
hospitals.
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Waivers

Section 1115 of the Social Security Act authoritesfederal Secretary of Health and Human
Services to allow states to receive federal Medicaatching funds without complying with all

of the federal Medicaid rules. Traditionally deseg as research and demonstration programs to
test innovative program improvements and to fat#ittcoverage expansions to populations not
otherwise eligible, they are also used to modifyddits structures and financing mechanisms.
CMS generally requires “budget neutrality” so ttie federal spending would be no more than

it would have been in the absence of the waivdiis Tequirement is particularly onerous for
California due to the frugality of the Medi-Cal gram. For instance, California spent $4,528
per beneficiary in 2006. This is 25% less thanri&igonal average and ranks least among the ten
largest states. The SPCP contracting programawesidillions in federal funds. Until 2009,
California traditionally ranked among states wtik teast generous federal sharing ratio. For all
these reasons, California has already cost thedkedevernment less per beneficiary than most
states but has not yet been able to capitalizéienrt the budget neutrality discussions.

California operates under at least 24 other wgwegrams, including the Section 1915(b)

waiver for managed care and mental health congalita

Waiver Renewal Process

AB 4x 6, (Evans) was enacted as part of the 200Butiget. It requires DHCS to apply to CMS
for a waiver or demonstration project to replacec¢brrent Medi-Cal Hospital/Uninsured Care
Demonstration Project. AB 4x 6 sets out specifialg, timelines and populations to be covered.
The bill requires the waiver or demonstration pecbje include proposals to restructure the
organization and delivery of services to be mospoasive to the health care needs of Medi-Cal
enrollees for the purpose of providing the mosheudble Medi-Cal beneficiaries with access to
better coordinated and integrated care that will:

1) Improve their health outcomes;
2) Slow the long-term growth of the Medi-Cal prograang,

3) Continue support for the safety net care systentlamgersons who rely on that system for
needed care.

The restructuring proposals may include, but atdimited to, the following:

1) Better care coordination for seniors and persotis eisabilities, dual eligibles, children with
special health care needs, and persons with belaabiealth conditions, which includes the
establishment of organized delivery systems thairpporate a medical home system and care
and disease management;

2) Improved coordination between Medicare and Medi<@akrage;
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3) Improved coordination of care for children withrsiftcant medical needs through improved
integration of delivery systems and use of medicahes; and,

4) Improved integration of physical and behavioralltieeare.

AB 4x 6 also authorizes DHCS to seek authorityrimb beneficiaries into specified organized
delivery systems, such as managed care, enhanicegrpicare case management, or a medical
home model, and requires the waiver to include ggses, and criteria, by which DHCS will
evaluate and grant exemptions, on an individuab&®m any mandatory enroliment of
beneficiaries into managed care.

DHCS is required to consult regularly with inteegkstakeholders and the Legislature in
developing the waiver and to submit an implemeoiteagilan to the appropriate fiscal and policy
committees at least 60 days prior to any apprapriat

DHCS released the draft concept paper on Octohe2d® and held a public forum on
November 2, 2009. A number of stakeholder procselage been occurring on a parallel track:

1) Prior to the release of the concept paper (Jul@p@lue Shield Foundation held three
facilitated focus sessions and invited a represigetgroup of organizations and advocates
who represent seniors and people with disabilitiBlsey have issued a summary of the key
points.

2) CHCS in partnership with DHCS and supported by CHESEed a report in September 2009
entitled “Enhanced Medical Homes for Medi-Cal's SPdpulation.” It is the result of an
effort involving feed back from stakeholders andsiamer advocates.

3) Health Management Associates prepared a papeswiport from CHCF that was
presented to the State entitled “Consideration&Rfxtesign of the California Children's
Services (CCS) Program” that was also the resudtsibkeholder process in July of 2009.

As required by AB 4x 6, DHCS will convene a stakédleo committee to advise on preparation
of the implementation plan. The stakeholder congritvill also advise on the implementation
of the waiver until its expiration.

As specified, the stakeholder committee will in@ubut not be limited to, persons with
disabilities, seniors, representatives of legalises agencies that serve clients in the affected
populations, health plans, specialty care providahngsicians, hospitals, county government,
labor, and others as deemed appropriate. AccotdibiHCS the representation of the
stakeholder committee was to be announced in micehder 2009

DHCS announced plans to convene the stakeholdemdtee in December 2009. According to
DHCS, in the first phase of its work, the committa# meet every six weeks from December
through July to provide advice on the developménihe waiver implementation plan. DHCS

will also convene technical workgroups to focusvanous components of the waiver as needed,
such as persons with disabilities, dual eligibtdsldren with special health care needs, persons
with behavioral health conditions, coverage initi@$, and value based purchasing.
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DHCS is required by AB 4x 6 to submit the applioatto CMS in sufficient time to allow
approval for the new waiver no later than Septemib@010. AB 4x 6 also requires DHCS to
implement only upon submittal of an implementaten as specified to the appropriate policy
and fiscal committees of the Legislature at le@sti®ys prior to any appropriation. Mandatory
enrollment may only occur when funds necessary baea appropriated.

Relevant Legislation
1) AB 342(Bass), currently in the Senate Health Cortaajtrequires DHCS to submit a waiver
request to implement a demonstration project taavg Medi-Cal and conditions the waiver

upon subsequent statutory enactment. This bitl iee Senate Health Committee.

2) SB 208 (Steinberg and Alquist), currently in thes@sbly Health Committee, is identical to
AB 342.
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